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China Oversold on Circuit Overload 

1. 2016 started off with a sharp selloff in Chinese equities, with a single-day decline of 7% in local 
currency terms. Weaker than expected Caixin PMI (Purchasing Managers’ Index) data for 
December 2015 as well as the continuing weakness of the CNY/CNH may have contributed to the 
selloff. 

2. However, the more likely factor is the expiry of the selling ban on 8 January 2016 for major 
shareholders of Chinese corporates. Instated on 8 July 2015 by the CSRC (China Securities 
Regulatory Commission), shareholders with more than 5% stake were banned from selling for six 
months. This ban was instated to manage A-share volatility in July-August 2015 and expires on 
Friday, 8 January 2016.  

3. Thus, the current selloff seems to be investors trying to sell off their positions, ahead of perceived 
selling activity, begging the question of whether investors have overreacted to the perceived risk of 
major stakeholders liquidating their positions.  

4. Lion Global Investors believes investors have overreacted and the decline was further magnified by 
the circuit breakers in effect, which worked as designed, sparking the trading halt that contributed to 
a worldwide selloff in equities. 

5. According to a January 2016 report by Goldman Sachs, “we estimate that major individual 
shareholders with over RMB1.1t of stock holdings, representing 5.8% of total A-share free-float 
market cap, could be incentivised to sell given the 13% market rally since July 8, although the actual 
selling could be considerably smaller.” 

6. While China's economic growth is likely to remain lacklustre as policy makers continue with 
structural reform to rebalance the economy, we expect the Chinese administration to continue 
implementing monetary and fiscal stimulus to reduce the pain of economic restructuring.  

7. The implementation of SDR (Special Drawing Rights) inclusion of the RMB will begin in October 
2016, which will likely see more medium to longer-term capital inflows. 

8. In the near term, markets will focus on the upcoming National People's Congress (NPC) and 
Chinese People's Political Consultative Conference (CPPCC) where the Chinese government will 
approve key policies and provide more details on specific plans such as the 13th Five Year Plan.  

9. Against this backdrop, while our view towards China remains constructive given policy support of at 
least 6.5% GDP growth in 2016, we remain cognizant that market volatility will remain high in the 
near term. Long-term investors may look to bottom-fish. 

 
Source: Bloomberg, 5 January 2016, rebased to 100. 

 
 

Head of Asian Equities, North Asia 

 

Janice Lim is Head of Asian Equities, North Asia and manages the 
portfolios for Greater China and Korea at Lion Global Investors. Janice 
has 23 years of experience in the fund management industry. 

Source: Lion Global Investors, January 2016. 
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Contributors to the 4 January 2016 selloff: 
1. Weak data; 
2. Selling ahead of the end of a selling ban 
for large stakeholders; 
3. Circuit breakers halted trading. 
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DISCLAIMER 

Lion Global Investors Limited (“LGI”) is a company incorporated in Singapore and a member of the OCBC group.  

This publication is for information only. It is not an offer or solicitation for the purchase or sale of any 

securities/investments and does not have regard to your specific investment objectives, financial situation or particular 

needs. All applications for units in our funds must be made on application forms accompanying the prospectus. You 

should read the prospectus for details, available and may be obtained from Lion Global Investors Limited (“LGI”) or 

any of its approved distributors, before deciding whether to subscribe for or purchase units of the Fund. Investments 

in the Fund are not obligations of, deposits in, guaranteed or insured by LGI or any of its affiliates and are subject to 

investment risks including the possible loss of the principal amount invested. The performance of the funds is not 

guaranteed and the value of units in Fund and the income accruing to the units, if any, may rise or fall. Past 

performance, as well as any prediction, projection, or forecast on the economy, securities market, or the economic 

trends of the markets are not necessarily indicative of the future or likely performance of the funds. Any opinion or 

estimate provided in the publication is made on a general basis and is not to be relied on by investors as advice. 

Investors must make their own assessment of the relevance, accuracy, adequacy and reliability of the information 

provided and make such independent investigations as they may consider necessary or appropriate for the purpose 

of such assessment. LGI reserves the right to make changes and corrections to its opinions expressed here at any 

time, without notice. Accordingly, no warranty is given and no liability is accepted for any loss arising directly or 

indirectly as a result of you acting on any information, opinion, forecast, or estimate contained herein. You may wish 

to seek advice from a financial adviser before making a commitment to purchase the Fund. In the event that you 

choose not to seek advice from a financial adviser, you should consider carefully whether the Fund is suitable for you. 

LGI, its related companies, their directors and/or employees (collectively known as "Related Persons") may have 

positions in the products mentioned in this publication. LGI and its Related Persons may be engaged in purchasing or 

selling the products mentioned in this publication for themselves or their client. LGI does not take into consideration 

the tax implications of the income earned as the tax position of each person is different. Investors are advised to seek 

independent tax advice on their personal tax position arising from investing in the fund. 

© Lion Global Investors Limited. All rights reserved. LGI is a Singapore incorporated company, and is not related to 

any corporation or trading entity that is domiciled in Europe or the United States (other than entities owned by its 

holdings companies). 


